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Dear Applicant : 

We have considered your application f o r  recognition of exemption under sect ion 
501(c) (7) of the  Zi ternal  Revenue Code, 

m e  *******  ******** *******  *  a t  you were incorporated on * * * *  **  *****  
i n  **  ************** ** *********** . 

The purpose f o r  which your corpo***** is  formed i s  "to fos ter  greater  
comunication and fr iendship between ******  by encouraging outdoor camping." 

****  c t i v i t i e s  cons is t  of the operation of a camp ground which i s  open t o  a11 
***** s. I n  add i t i cn ,  t he  general public is  welcome t o  pa r t i c ipa t e  a t  the 
same price.  The f inancial  information su***  ted wi th  your appl icat ion for  
recognition of exemption indicates t h a t  i n  **** *****  ****  percent of your 
income was derived from non member dues ********* 9) and *****  percent 
(***********  9) was derived from investment income, 

Section 501(c)(7) of the Code provides exemption t o  clubs organized Cur 
pleasure, recreation, and other nonprofitable purposes, subs tant ia l ly  a l l  o f  
the a c t i v i t i e s  of whic.h a r e  for  such purposes and no part of the net earnings 
of which inures t o  the  benefit of any private  shareholder. I n  general, t h i s  
exemption extends t o  ~ t x i a l  and recreation c lubs  which are supported s o l e l y  by 
membership fees, dues, and assessments. t-bwever, a club otherwise e n t i t l e d  t o  
exemptim w i l l  not  be disqualified because it ra ises  revenue from menbors 
through t h e  use of club f a c i l i t i e s  or i n  conn~,cti.on with club a c t i v i t i e s ,  

. 



P u b l i c  Law 94-568 amended I R C  501 t o  r e f l e c t  a tiwofold change under IRC 
501(c)(7) .  First, i t  makes it c l e a r  t h a t  a s o c i a l  club may r ece ive  some 
investment income wi thou t  l o s ing  i t s  exempt s t a t u s ,  Second, i t  pe rmi t s  a 
h igher  l e v e l  of income from nonmember use o f  c l u b  f a c i l i t i e s  t h a n  was 
previously  allowed. 

I n  add i t i on ,  Publ ic  Law 94-568 def ines  g ross  r e c e i p t s  as those  r e c e i p t s  fram 
normal and usua l  a c t i v i t i e s  of a c l ub  i nc lud ing  charges, admiss ions ,  
membership fees ,  dues,  assessments,  investment income, and normal r e c u r r i n g  
c a p i t a l  ga in s  on inves tments ,  b u t  excluding i n i t i a t i o n  f ee s  and c a p i t a l  
con t r i bu t i ons ,  Pub l i c  Law 94-568 a l s o  s t a t e s  t h a t  it i s  in tended  t h a t  s o c i a l  
c l u b s  should be pe rmi t t ed  t o  r e ce ive  up t o  35 percen t  of their g ro s s  r e c e i p t s ,  
inc lud ing  investment  income, from sources  ou t s i de  of t h e i r  membership wi thout  
l o s i n g  their exempt s t a t u s .  Within t h i s  35 percen t  amount, not more t han  15 
p e r c e n t  of the  g r o s s  r e c e i p t s  should be der ived from the use o f  t h e  s o c i a l  
c l u b ' s  f a c i l i t i e s  o r  s e r v i c e s  by t h e  'general  pub l ic .  lhus a s0cia.L c l u b  may 
r e c e i v e  investment income up t o  t h e  Full  35 percen t  amount of g ro s s  r e c e i p t s .  
I f  a c l u b  r e ce ive s  unusual  amounts of income, sucn as from t h e  s a l e  of its 
clubhouse or similar f a c i l i t y ,  t h a t  income is n o t  to  be included i n  t h e  35 
pe rcen t  formula; t h a t  is, unusual income is not  t o  b e  included i n  t h e  g r o s s  
r e c e i p t s  of  the c lub.  

S e c t i o n  1.501(c) (7 )-l(b) o f  t h e  Regulations s t a t e s  : 

A club which engages i n  DuSiness, such a s  making i t s  soc i a l  anti 
r e c r e a t i o n a l  f a c i l i t i e s  ava i l ab l e  t o  t h e  gene ra l  publ ic  or b y  s e l l i n g  
r e a l  e s t a t e ,  t imber ,  or o ther  products,  is  n o t  organized and operated 
exc lus ive ly  f o r  p leasure ,  r ec rea t ion ,  and o t h e r  nonprof i t ab le  purposes, 
and is not exempt under  s e c t i o n  501(a).  S o l i c i t a t i o n  by adver t isement  
or otherwise  for p u b l i c  patronage of i ts f a c i l i t i e s  is prima f a c i e  
evidence t h a t  t h e  c l u b  is engaging i n  bus ine s s  and i s  n o t  baing opera ted  
exc lu s ive ly  fo r  p leasure ,  recreat ion,  or s o c i a l  purposes. However, an 
i n c i d e n t a l  s a l e  of p roper ty  w i l l  no t  depr ive  a c lub  of i t s  exemption. 

Revenue Ruling 66-149, 1966-1 C.B. 146 holds  t h a t  a s o c i a l  club i s  no t  exempt 
from Fede ra l  income t ax  as an  organizat ion descr ibed  i n  s e c t i o n  501(c)(7) of  
t h e  Code where i t  r e g u l a r l y  der ives  a s u b s t a n t i a l  p a r t  of its income fram 
nonmember sou rce s  such as, for example, d ividends and in te res t .  on investments  
which i t  owns. However, a c lub ' s  r i g h t  t o  exemption under sec t ion  501(c)(7) 
of t h e  Code is no t  a f f e c t e d  by t h e  f a c t  t h a t  f o r  a r e l a t i v e l y  s h o r t  o e r i o d  a 
s u b s t a n t i a l  p a r t  of i ts incoir,e is derived from investment of t h e  proceeds o f  
t h e  s a l e  of i t s  former c lubhouse pending t h e  a c q u i s i t i o n  of a new home f o r  t h e  
clut!, 

Revenue Ruling 69-219, 1469-1 s t a t e s  tha t :  

"A s o c i a l  c l ub  t h a t  r egu l a r l y  holds  i t s  ~ o l f  cou r se  open t o  t h e  g e n e r a l  
pub l i c ,  charging e s t ab l i shed  green f e e s  t h a t  a r e  used for maintenance and 
improvement of c lub  f a c i l i t i e s ,  is not  exempt under sect ion SOl(c) (7) of 
t h e  Code." 



Like the organizations described in Revenue Ruling 66-149 and 69-219 your  
o,-ganl.zation receives a subs t an t i a l  pa r t  of your income From non &er 
sou rc i s  and your organization regularly holds its f a c i l i t i e s  open t o  t h e  
gzneral public. I n  addi t ion ,  you s o l i c i t  by advert is ing o r  otherwise f o r  
publ ic  patronage of your f a c i l i t i e s .  

Accordingly, we conclude t h a t  you do not meet t h e  requirements f o r  exempt 
s t a t u s  under sect ion 501(c)(7) of t h e  code and propose to deny your request 
f o r  exemption under tha t  sec t ion .  

We have a l so  determined t h a t  you fa i l  to  qualify for exempt s t a tu s  under any 
o the r  subsection of IRC 5@1(c). 

Y o u  a r e  required t o  f i l e  a taxabie return Farm 1120 or 1041 w i t h  t h e  District 
Director  of Internal  Revenue Service. Please send t h e  r e t u r n  to the Internal 
Revenue Service, P.O. Box 1680, General Post Office, Bxsklyn,  NY L1202. 

If you do not agree with t h i s  determination, you may p ro t e s t  irl accordance 
w i t h  the  enclosed ins t ruc t ions  within 30 days. 

-tests submitted which do n o t  contain a l l  t h e  documentation s ta ted  i n  the 
ins t ruc t i&ts  w i l l  be returned for completions. 

If we do not hear fran you within that  time, t h i s  determination w i l l  became 
f i n a l  . 

SincereZy yours, 

District Direct~z 

Enclosure: Puhl icat im 892 


